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SURVIVAL, GROWTH, COMPETITIVENESS

A PERSPECTIVE ON THE
CHANGING ACQUISITION

ENVIRONMENT
How One Small Business Copes with

the Effects of a Shrinking Defense Budget
Mark E. Reavis

Mr. Reavis is an industrial engineer
employed by the Army’s Javelin Project
Office at Redstone Arsenal, Ala. He is
also a registered professional engineer
and a graduate of PMC 94-2.

headquarters located in Huntsville,
Ala. Named the Small Business
Administration’s Small Business
Prime Contractor of the Year in 1994,
Dynetics has approximately 300 em-
ployees and annual revenues of $30
million. Since its incorporation in
1974, Dynetics’ business base has
consisted of research, development

and engineering support to govern-
ment agencies and commercial firms.
Primary areas of expertise are systems
engineering, sensor design, radars,
simulation and program management.
Dynetics used a strategic planning
process as a means of broadening its
business base in the commercial sec-
tor, through the development of com-

C
hange in the Department of De-

fense is analogous to an elephant
on a water bed; a shift in position
may not seem like a big deal to

the elephant, but it could have disas-
trous implications for his smaller bed-
fellows. Similarly, small businesses
often find themselves tossed in the
wake of the forces transforming the
Department of Defense’s (DoD) ac-
quisition culture. The large defense
contractors were consistent vocal pro-
ponents of acquisition reform and
helped shape many of the policy
changes in progress today. Although
there remains a strong commitment
among DoD’s policymakers to ensure
the survival of small business as a
class, changes in the defense environ-
ment are causing indi-
vidual small businesses to
re-examine their relation-
ship with the government
as a customer.

A Look at
One Small Business

Dynetics Inc. is an employee-
owned small business with corporate
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mercial products and the sale of tech-
nical services to commercial industry.

I recently had the opportunity to
discuss the effects of the shrinking
defense budget and acquisition re-
form with Dr. Marc Bendickson, Presi-
dent of Dynetics, Inc.

On Decreasing
Defense Budgets

Mr. Reavis: The Defense budget
declined with respect to buying power
every year since 1985. What was
Dynetics’ response to this shrinking of
your largest market?

Dr. Bendickson: Initially, our fo-
cus was on working harder and im-
proving the quality of our services and
products. We invested in capital
equipment to make our products more
attractive and professional looking.
Then we set about finding new related
customers and markets, while care-
fully constraining our growth. In 1990,
we expanded our focus to include
diversification within the DoD market
and to pursue commercial product
opportunities. However, 3 years later

ments or electing not to exercise con-
tract options. How are small busi-
nesses affected by this sort of belt
tightening?

Dr. Bendickson: Small businesses
have limited quote and proposal bud-
gets to pursue new efforts. A lot of paid
and unpaid time goes into the prepa-
ration of a proposal that will be com-
petitive in today’s environment. How-
ever, many efforts result in no or low
returns for all the hard work and in-
vestment. Some efforts don’t get
funded (no award is made or the pro-
curement is canceled) after a proposal
is submitted, and some efforts get
awarded, but are only funded at a
fraction of the overall contract poten-
tial. These realities drive up the
threshhold rate of return on invest-
ment to unacceptable levels for some
efforts that we are well qualified to
pursue. Small businesses can be en-
ticed into adopting a “shotgun” strat-
egy, going after more and more pro-
curements with lower and lower
probabilities of winning. This dimin-
ishes their ability to do their best work
by going after funded programs that
match their core competencies. In a
time where focus of purpose, mission
and customers is considered the most
sound business strategy, small busi-
nesses are often tempted to be broader
than many of their resources can sup-
port.

On Acquisition Reform
Mr. Reavis: How has the recent

emphasis on dual use and commer-
cialization of defense technology in-
fluenced small business? What barri-
ers remain to commercial application
of defense-related technologies?

Dr. Bendickson: There was a lot
of encouragement from the upper lev-
els of government for the dual use and
commercialization of DoD technol-
ogy. However, there are still barriers,
especially in the way we do business
— we must modify our style, approach
and standards to compete in the com-
mercial environment. As we explore
opportunities in commercial markets,

our reliance on government contracts
was still near 100 percent, and we
were forced to lay off 7 percent of our
staff in early 1993.

Mr. Reavis: As defense dollars
become more scarce, we are starting
to see changes in the way large and
small businesses decide upon which
areas they will pursue. How has this
affected the nature of competition for
small businesses?

Dr. Bendickson: We look at com-
petition on three levels:

1. Unrestricted Procurements. Large
businesses are now pursuing many of
the unrestricted procurements they
did not pursue in the past — either
because they were too small in dollar
value to be worth their effort, or be-
cause they might contain potential
exclusions for follow-on hardware or
system development.

2. Small and Disadvantaged Busi-
ness (8a) Procurements. These strictly
protected procurements only provide
for limited participation by non-disad-
vantaged small businesses (SDB), in
either a teaming relationship or sub-
contractor role. Participation in those
procurements is not a viable path for
our survival or growth.

3. Small Business Set-asides .
These are the only procurements that
offer small businesses any encour-
agement. They give us real opportu-
nity. However, these procurements
are very competitive — the number
of small businesses competing for
the limited number of set-aside dol-
lars is very high. Also, SDBs and 8a
companies are entering this market,
providing even more competition.

Mr. Reavis: Funding instability
and changing defense priorities have
always been challenges to program
management, within the government
and for industry. With fewer dollars
available, managers are pressed to cut
costs wherever possible. Often this
means canceling intended procure-
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we must learn to be quicker to market
with our products and services.

Most small research and develop-
ment (R&D) contractors do not have
the supporting people to market prod-
ucts and provide service to customers
as expected with commercial prod-
ucts. Some of our internal cultural
barriers involve dealing with specifi-
cations that are often much softer in a
commercial venture, so we must resist
the temptation to over-design. We
found that people who performed well
in DoD R&D may not be well suited to
perform commercial work. Business
accounting procedures for govern-
ment-funded work and commercially
funded work often conflict, making it
difficult for companies with limited
facilities and resources to manage for
different types of customers.

Mr. Reavis: Much of what is driv-
ing the acquisition reform movement
is the realization that we, as a country,
are shifting from a mass production
age to an information age, where gov-
ernment and industry will be required
to exhibit agility in coping with the
changing demands of our environ-
ment. The use of electronic data inter-
change (EDI) in the transmission of
requests for proposal (RFP) and in the
submission of deliverables is one of
the tools being sold to bring DoD into
the information age. Has EDI cut pro-
posal costs and turn-around time, or
are we still on the bleeding edge of
technology?

Dr. Bendickson: The change to
electronic transmission of require-
ments and responses is being gradu-
ally felt. There were some slight sav-
ings in terms of paper transmitted and
the need for paper storage. It seems
the most significant savings so far was
felt by the government as they increas-
ingly require cost proposals be sub-
mitted electronically, allowing govern-
ment cost analysts to evaluate cost
submissions without having to re-en-
ter data. As RFPs are transmitted elec-
tronically, we are concerned about
loss of data in RFPs and other solicita-

tions. On occasion, we receive RFPs
electronically with pages and para-
graphs missing, so we still need to
confirm content with the paper ver-
sion.

Mr. Reavis: Have you had any
experience yet with the shift to com-
mercial specifications and standards
in government procurement, and how
does it impact the economics of how
you will do business in the future?

Dr. Bendickson: We are currently
working with specifications that are
hybrids — a combination of DoD stan-
dards and best commercial practices
— and with pure commercial stan-
dards that are, in some cases, much
more relaxed than their government
counterparts. Most of the commercial
business we are pursuing is in the
high-tech end of commercial prod-
ucts, so the standards tend to be simi-
lar to government standards. For ex-
ample, the work we do for the
automotive industry requires stringent
standards for reliability and safety, as
well as most of the same standards as
DoD in other areas.

Mr. Reavis: The arms-length rela-
tionship between the government and
its contractors is said to be a thing of
the past. A relationship more closely
resembling a partnership will define
future government and industry rela-
tionships. It will no longer be eco-
nomically viable to maintain rigorous

oversight of such limited resources.
Have you seen any evidence of this
change in culture, and do you see it as
applicable to the small business envi-
ronment?

Dr. Bendickson: I see the partner-
ship roles evolving with certain cus-
tomers and projects. Team atmo-
spheres were created where industry
and government personnel share tech-
nical responsibilities and work jointly
on projects. However, the contractual
process has not caught up with this
team environment to the point where
we share requirements definition and
technical performance. Ultimately, the
industry part of the team is still ac-
countable for the job and must meet
all the traditional performance require-
ments.

Conclusion
The experiences of Dr. Bendickson

and his staff at Dynetics are not atypi-
cal of other small businesses required
to adapt to a shrinking defense market
and a new, evolving relationship with
their customers. As with any type of
change, an element of uncertainty re-
mains, and the effects on all stake-
holders must be considered, especially
when such sweeping changes are
made in an environment of decreasing
resources. The future of our national
defense community will depend upon
government and industry working to-
gether to form a high-quality, stream-
lined and responsive partnership.
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